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Sector Overview

The credit profile of cement companies have impdove
significantly over the last four years in view aflbrun in
cement prices. The balance sheets of most of therme
players in the organised segment reflect strong
capitalisation, substantial amount of free caslested in
fixed deposits & mutual funds and relatively lowéé of
gearing. An analysis of the rating of 22 cement ganes

in CARE’s universe reveals that in FY10, CARE
upgraded ratings of seven cement companies whilé
downgraded rating only of one cement company. The
upgrades were a result of significant improvemant i
liquidity and debt profile of the aforesaid compemi
backed by high profitability and cash accruals on aj
sustained basis.
Going forward, the margins of cement companies are
likely to be in pressure. This is in view of risiocgal and
freight costs coupled with weakening pricing povedr
cement players as a consequence of significantcitgpa
additions already done and further on the way. G¢me
companies are expected to experience the bottomed-o
capacity utilisation in second quarter of FY1l when
demand is also expected to be on lower side due tp
monsoons. Accordingly, FY11 will be a difficult yetor
the industry. The southern market would be the detrtit
as a bulk of the planned capacities is being cosiongd

here. This coupled with political turmoil in Andhra
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Pradesh makes it the most vulnerable to pricingllveals. While the northern, central
and eastern markets will also face pressures btauglby capacity expansion, buoyant
demand in these regions is likely to mitigate thppy glut. Further, rebound in demand
driven by growth in the infrastructure and recovieryhe real estate segment are likely to
enable faster absorption of new capacities.

While there would be considerable variation in decthaupply balances across the
regions, the impact would differ from company tonpany. The player with locational
advantage, strong capital structure, low cost sirecand adequate backward integration
would emerge stronger. In the short run, profiigbdf cement companies is expected to
be volatile as new capacities are expected to poshpanies to sell at lower prices
thereby affecting the margins. However, over thagk&r term, economic sense is
expected to prevail, supporting prices and proflitgb Even in the short run when
margins are expected to be under pressure, cenmenpamies are likely to post a
reasonable level of profits driven by robust demaalthtively low gearing (as a result of
high cash accruals in the last four years), higheustry consolidation and higher
vertical integration. Consequently, CARE believeattthe credit profile of cement

companies is likely to remain almost stable.




CEMENT SECTOR OVERVIEW (.;/45’3@ Ratings

M ) Branch Offices
Credit Analysis & Research Ltd. 401, Ashoka Scintilla

4th Floor, Godrej Coliseum, 3-6-520, Himayat Nagar

Somaiya Hospital Road, Sion (East), Hyderabad - 500 029

Mumbai - 400 022. INDIA Tel.: (040) - 6675 8386, 98491 74030
Tel: 022 — 6754 3456

Unit No. 8, I floor,

Commander's Place

No. 6, Raja Ram Mohan Roy Road,
Richmond Circle,

Bangalore - 560 025.

Tel.: (080) - 2520 5575, 9886024430

Regional Offices

Unit No. O-509/C, Spencer Plaza, 5th Floor,
No. 769, Anna Salai, Chennai 600 002

Tel: 2849 7812/2849 0811

710, Surya Kiran, 19,
Kasturba Gandhi Marg, New Delhi -01
Tel.: (011) 2331 8701 / 2371 6199

3rd Floor, Prasad Chambers

(Shagun Mall Building),

10A, Shakespeare Sarani, Kolkata - 700 071
Tel: +91-033- 2283 1800/ 1803, 2280 8472

32 TITANIUM

Prahaladnagar Corporate Road,
Satellite, Ahmedabad - 380 015.
Tel.: (079) 4003 5587 / 6631 1821 / 22

Disclaimer

CARE's ratings are opinions on credit quality amel aot recommendations to sanction, renew, disbursecall the concerned bgnk
facilities or to buy, sell or hold any security. ARE has based its ratings on information obtaimedhfsources believed by it to |be
accurate and reliable. CARE does not, howeverragiee the accuracy, adequacy or completenessyahformation and is not
responsible for any errors or omissions or for tesults obtained from the use of such informatiglost entities whose bank
facilities/instruments are rated by CARE have gatedit rating fee, based on the amount and tfpartk facilities/instruments.




